World trend of rising TO and FO

Figure 1 Trends in Openness, 1970-2000
Note: Openness measures are defined as the ratio of real exports and imports to GDP (trade) and equity-based foreign liabilities fo GDP (financial).
World medians are calculated from data for 76 countries. 
II. Empirical Analysis
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II. Empirical Analysis -Outline
• We conduct two symmetrical empirical analyses for:
• Growth (average per capita GDP growth in 5-year periods)
• Growth volatility (standard deviation of per capita GDP growth in 5-year periods).
• For each of them, we measure:
• simple (linear) effects of openness and external shocks • dependence of the effect of openness on per capita GDP • amplification of effects of external shocks depending on openness → 5 tables, 18 regressions.
Sample and methodology
• Pooled data set:
• 76 countries
• 5-year periods, 1970-2000
• GMM estimator for panel data:
• dynamic specifications • unobserved country-and time-specific effects • joint endogeneity.
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Measures of openness
• Outcome measures of openness:
• Trade: volume of trade / GDP • Financial: portfolio and FDI liabilities / GDP
• Note: reported results tend to be robust to using policy measures of openness -the Sachs-Warner binary indicator of trade liberalization and the IMF binary indicator of capital liberalization -as shown in non-reported / previous results.
• (Exogenous) Shocks:
• Trade:
• Terms of trade growth • GDP growth of trade partners • Financial:
• Regional capital inflows (to ensure exogeneity) • Change in international interest rate 
Volatility Growth
4. TO has an ambiguous role in amplifying or dampening effects of foreign shocks on growth levels and growth volatility; it depends on the shocks 5. However, FO has significant and robust interaction effects with foreign shocks; FO amplifies growth effects of shocks (less capital flows) and dampens volatility effects of all four shock volatilities.
